Comparative compliance status of AAOIFI and IFSB standards: an empirical evidence from Islami Bank Bangladesh Limited
Introduction
Accounting is one of the dominant mechanisms of reporting the realities of an organization to its stakeholders, and this reporting practices differ from country to country and organization to organization due to educational, sociological, economic, political, legal, technological factors and organizational typologies (Dima et al., 2014; Ullah, 2013a; Ibrahim, 2009; Hye, 1988) . In a business organization, the accounting practices are influenced by its profit motive while in the non-profit organization the same is affected by its service orientation (Hossain & Rashid, 1992) . Ideological differences may also influence accounting practices, and Hossain (2012) and Ullah (2013a) stated that it is quite natural that the financial statements of Islamic banks will be different from conventional banks.
Though IFRS has been introduced for a comparable common reporting throughout the globe but the very different nature of Islamic financial institutions (IFIs) cannot follow IFRS fully.
IFRS became widely accepted throughout the globe as more than 115 countries adopted IFRS by 2008 (Latifah et al., 2012) . Some of the countries that ready to convergence into IFRS including Indonesia, Malaysia, and Pakistan have also started adopting Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI) standards. Moreover, Kingdom of Bahrain, Dubai International Finance Centre, Jordan, Lebanon, Qatar, Sudan, and Syria have already issued guidelines based on AAOIFI (Latifah et al., 2012) . Since IFIs have some unique requirements they cannot fully comply with the IFRS in their financial reporting and in many cases, they have come into conflict with the global IFRS (Ibrahim, 2009 ). Furthermore, IFIs are not based on the capitalist worldview which underlies the current IFRS, and the functions of and the contracts used by the IFIs are different from conventional banks. Therefore, Islamic banks and financial institutions cannot strictly follow specifically the IAS 17, IAS 30, IAS 2 and IFRS 2 (Ibrahim, 2009) . Islamic Accounting principles like Unity of God, Trusteeship, Community principles, the importance of knowledge, and holistic approach to life highly differentiated it from traditional accounting (Dima et al., 2014) . As Ather and Ullah (2010) , Dima et al. (2014) , Baydoun & Willett (2000) , Haniffa & Hudaib (2001) , Kuran (2004) , Vinnicombe & Park (2007) identified that principles of traditional accounting including conservatism, consistency, materiality, and unit of measurement are also viewed differently in Islamic accounting.
Islamic banking companies in Bangladesh mandatorily required following different rules, regulations, ordinances, guidelines in accounting and reporting practices but Islamic
Financial Services Board (IFSB) and AAOIFI standards are not mandatory for them. Hossain (2012) stated that the Islamic banks are to abide by more rules and regulations than conventional banks, that is, AAOIFI standards, IFSB standards, and Shari`ah requirements are not required to be complied by traditional banks. Ullah (2013a) also found that compared to other general or banking companies, Islamic banking companies are required meeting more legal requirements including AAOIFI standards and IFSB standards. Different nature of activities of Islamic banks required applying different accounting and reporting systems (Abdel-Majid, 1981 and Khan, 1994) . For this reason, Islamic banks need to disclose some information which is not required to disclose by conventional banks.
Though there is enormous argument and appeal from the Islamic banks, but there is no separate regulatory authority in Bangladesh in regulating their activities, but Islamic banks are operating their activities under secular law, environment, and regulatory control (Ullah, 2013b This study aimed at evaluating the level of conformity with AAOIFI Financial Accounting Standards (FAS)-1 and IFSB-4 by IBBL for managing Shari`ah compliance risks, mitigating operational risks and transparent financial reporting and identifying the bank specific attributes that influence the level of compliance.
The remaining sections of the paper organized as follows: Section 2 depicts the context of the study, that is, Islamic Banking in Bangladesh and the overview on AAOIFI & IFSB; section 3 reviews the relevant literature; section 4 identifies the objectives and research questions; section 5 discusses the methodology followed for the study; section 6 discusses the findings and analysis of the study; and section 7 concludes the paper with its recommendations, further study directions and limitations.
Context of the Study

Islamic Banks in Bangladesh
Though Bangladesh has inherited an interest based banking system right from the British (25th October, 1999) and Union Bank Limited (March 7, 2013 ). Now-a-days almost all the traditional banks have their Islamic Banking Wings (Kabir et al., 2012) .
Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI)
The Accounting and Auditing Organization for Islamic Financial Institutions has made a significant regulatory beginning (Pomeranz, 1997 (Pomeranz, 1997) . The Functions of AAOIFI specifically are to provide the standards of ethics, accounting, and auditing to all the Islamic financial industry (Salman, 2013) . AAOIFI also expects to strengthen the effectiveness of Shari`ah committees by facilitating evaluation of emerging financing instruments and by aiding in the implementation of Islamic ethics (Pomeranz, 1997 (Latifah et al., 2012) . Although AAOIFI was criticized a lot that the standards are no more than a manipulation of conventional standards, but the fact is that the guidelines were made in line with the Shari`ah principles to avoid interest embedded reporting (Salman, 2013) . 
Islamic Financial Services Board (IFSB)
Literature Review:
Only limited studies are available in this area of compliance with accounting standards on Islamic banks in Bangladesh including Ullah (2013a) , Ullah (2013b) and Hossain (2010) . The study of Ullah (2013a) Another study Vinnicombe (2012) conducted as an extension of his previous works (Vinnicombe, 2010) for examining the compliance of AAOIFI standards by the Islamic banks in Bahrain. This study is an advanced study which evaluated the compliance status based on multiple indexes to remove the methodological limitations of Vinnicombe (2010) . Out of two compliance indexes, one was developed using an "easy rule" and another one using a "tough rule". The study developed a discerability index for measuring the "reliability of the compliance tests" as the mean compliance was observed to be higher in the first index.
Though the study found some Islamic issues to be more compliant than others but the overall compliance status is relatively high. The study concerned about the compliance position of Only a limited number of studies were conducted based on AAOIFI accounting standards.
The study of Sarea (2012) on AAOIFI accounting standards in which he evaluated perceptions concerning the level of compliance with AAOIFI Accounting standards in Bahrain. Sarea (2012) found that 85% of the respondents agree with the AAOIFI accounting standards with a high level of compliance while only 5% of them agree with the moderate level of compliance with the AAOIFI accounting standards and the remaining 10% of the respondents agree with the low level of compliance with the AAOIFI accounting standards.
In another study, Al-Baluchi (2006) for Islamic banks in Saudi Arabia. AI-Abdullatif found that the awareness of AAOIFI accounting standards was less than expected; more educated and experienced respondents are more aware of the AAOIFI accounting standards and the vast majority of the respondents prefer AAOIFI accounting standards to be adopted by Islamic banks in Saudi Arabia. Haniffa and Hudaib (2004) found that out of five sample companies, only two IFIs had adopted the AAOIFI standards and interestingly both IFIs were from Bahrain, the country of origin of AAOIFI. They opined that although the IFIs claimed that they had strictly followed AAOIFI in preparing their financial statements, some disclosures required by AAOIFI were missing from the financial statements.
Harahap (2002) Ibrahim et al., (2006) observed that BIB followed AAOIFI more than that of BIMB as AAOIFI standards are mandatory in Bahrain but not in Malaysia.
Nadzri (2009) Accounting and reporting standards based on Shari`ah are vital needs for the IFIs. Dima et al.
(2014) after analyzing the socio-economic and religious aspects, acknowledged the need for developing separate accounting and auditing standards by AAOIFI for the Muslims.
However, previous studies depict that the IFIs themselves did not recognize the importance of these standards without a regulatory framework. The role of the Shari`ah standard setting bodies is not limited to just issuing the standard but also to implement it through different regulating bodies, modify and amend them with respect to the countries' requirement, update and issue new standards on various products from time to time to ensure that the Islamic financial services across the globe must be regularized and centralized (Salman, 2013; Nadzri, 2009) . Moreover, the regulatory framework is also required for unifying the Shari`ah rules or harmonizing the Shari`ah diversity and for sustaining the continued growth of the IFIs by overcoming the fragmented regulation (Salman, 2013 IFIs is the lack of quality and transparency in financial reporting of the IFIs (Nadzri, 2009 ).
The acceptance of AAOIFI standard has also been questioned as research has revealed that the adoption is limited to certain areas and jurisdictions (Haniffa & Hudaib, 2004 and Harahap, 2003) . Based on the above literature review, the following section identifies the objectives and research questions.
Objectives & Research Questions:
The objectives of the study are to evaluate the status of compliance of AAOIFI FAS-1 and IFSB Standard-4 for ultimately managing Shari`ah compliance risks, operational risks, and transparent financial reporting and to identify the bank attributes that impacts this compliance level. Based on these objectives, the study wishes to explain the following research questions: The study adopted the following research methodology to answer the research questions mentioned above.
Methodology of the Study
The present study used secondary data including the annual reports of five years collected from the website of the sample bank, relevant literature collected from different journals, and standards and other information of AAOIFI and IFSB collected from their respective website.
The study considered IBBL as the only sample because it is the only Islamic bank in Bangladesh which is the member of both AAOIFI and IFSB. Hence, this paper investigates 
Dependent Variable
Two reporting indices including weighted and unweighted index have been using in different disclosure studies for decades. Since Chow and Wong-Boren (1987) observed that both of the indexing method offers nearly similar results, and therefore, the un-weighted reporting index was used in the present study. This approach was first used by Cerf (1961) and also has been adopted and used in several studies (see Chow and Wong-Boren, 1987; Wallace, 1988; Cooke, 1989; Raffournier, 1995; Botosan, 1997; Owusu-Ansah, 1998; Ahmed, 2009; Hossain, 2010; Ullah, 2013a; Ullah, 2013b) . This approach has several advantages including Table-1) and 133 items classified into 17 of the IFSB standards (Table- 2) were considered as the basis.
Though the classifications were given in the standards but the authors identified the required reporting items from the standards and arranged in compressed form to facilitate the compliance evaluation procedures. For reliability of the assessment, all the authors participated in content analysis training and simultaneously examined the annual reports based on the expected compliance items. Finally, all the authors sat together to identify the discrepancies among the compliance scores and resolved the inconsistencies. 
Independent Variables and Hypotheses:
Size of the bank
The independent variable (bank size) used in this study has been taken considering the previous studies performed by other researchers in case of research on disclosure. Many disclosure studies (e.g. Ullah, 2013a; Uwalomwa, 2011; Hossain, 2010; Silva and Christensen, 2004; Spiegel and Yamori, 2004; Haniffa and Cooke, 2002; Ismail, 2002; Watson, et al., 2002; Inchausti, 1997; Wallace and Naser, 1995; Raffournier, 1995; Ahmed and Nichollas, 1994; Cooke, 1991; Cooke, 1989; Wallace, 1987, Chow and Wong-Boren, 1987 
Age of the bank
It is argued that older, well-established companies are likely to disclose more than newly established companies. The extent of a company's disclosure may be influenced by its age, i.e. stage of development and growth (Owusu-Ansah, 1998; Akhtaruddin, 2005) . OwusuAnsah (1998) pointed out three factors that may contribute to this phenomenon. Firstly, younger companies may suffer competition, secondly, the cost and the ease of gathering, processing, and disseminate the required information may be a contributory factor, and finally, younger companies may lack a track record (rich history) on which to rely for public disclosure. Kakani et al. (2001) pointed out that newer and smaller firms, as a result, take to the market despite disadvantages like their lack of capital, brand name and reputation with older firms. Various authors have studied these attributes with conflicting results. Wallace et. al. (1994) have argued, that the variation in findings are possibly a result of variation in sample size, different statistical methods, various research settings and differences in index construction. Ahmed and Courtis (1999) have also noted the difference in results and carried out a meta-analysis to investigate these differences and draw more consistent conclusions.
They found that larger firms disclose more information than small firms, and this result was significant (Ullah, 2013a) . However, it is not possible to reach a conclusion that longestablished banks can disclose more information or be more compliant than newlyestablished banks without justification. As the research findings differ, the following hypotheses are established to identify whether age has any influence on the compliance status of AAOIFI FAS-1 and IFSB-4:
There is no significant relationship between level compliance of AAOIFI FAS-1 and bank AGE.
H 0 : There is no significant relationship between level compliance of IFSB-4 and bank AGE.
The multiple linear regression technique has been used to test the two alternative hypotheses.
Multiple Regression Model
The study evaluates the impact of industry-specific attributes on the compliance status of IBBL using the following multiple regression model: ) . Importantly, the total and section-wise compliance status of IBBL remained indifferent during the period of study. Vinnicombe (2010) and Sarea and Hanefah (2013) observed much higher overall compliance ratio in their studies on the Islamic banks operating in Bahrain though there is some insignificant conformity of some banks in some areas. The difference in the level of compliance may be due to the regulatory differences between the countries, that is, compliance with AAOIFI standards is compulsory in Bahrain but not in Bangladesh.
Importantly, it is observed that IBBL did not comply some important sections including However, they should take more responsibilities for ensuring Shari`ah compliance in practice.
Regulatory issues are primarily responsible for the non-compliance of these reporting provisions. AAOIFI (2010) stated that its accounting standards apply to all the Islamic banks regardless of countries, legal form or size and similarly Bangladesh Bank also asks for the compliance with those provisions, but the Islamic banks are not fully-complying those regulations. Bangladesh bank should harmonize the AAOIFI and IFSB standards with those of other reporting regulations. Importantly, a complete law and institutional framework for Islamic banks are highly appreciated for regulating this sector because there is no welldefined regulatory and supervisory framework for Islamic banks for their effective functioning in line with the tenets of Shari'ah (Ahmad and Hassan, 2007) . Ullah (2014) identified that though Jordan, Gambia, the UAE, Yemen, and Kuwait have a separate law for Islamic banks, but Qatar, Bangladesh, and Pakistan have no Islamic banking law, although
Islamic banking is an important part of the banking sector in these countries. Iqbal et al. (1998) stated that Islamic banking institutions all over the world try to get benefits from the institutional framework that supports conventional banking, but they suffer from the lack of institutional support specifically geared to their needs. Whereas, the commercial banking and company laws in most of the Muslim-majority countries were fashioned on the Western pattern and the provisions of conventional banking laws narrow the scope of activities of Islamic banking within conventional limits (Iqbal et al., 1998) .
Compliance status of IFSB Standard-4
Islami Bank Bangladesh Limited, as a member of AAOIFI, complied IFSB standard-4 in preparation and presentation of financial statement during the period under the study of 2008-2012. As like as AAOIFI standard, compliance with different sections of IFSB Standard also differed significantly from 29.09% to 100%. However, overall compliance level can be said to be satisfactory as these are the voluntary compliance regarding the legal requirements of the banking companies in Bangladesh. IBBL on an average complied 60 items out of 133 expected items measuring 52.50% compliance of IFSB-4 during the period. However, the level of compliance is not sufficient for managing Shari`ah compliance risks, operational risks, and transparent financial reporting. Moreover, IBBL did not complied with two classes including unrestricted investment accounts and restricted investment accounts. 2008  4  2  3  4  0  6  2  3  2  3  3  3  1  3  6  45  2009  4  2  3  4  0  6  2  3  2  3  3  3  1  3  6  45  2010  5  4  5  4  5  8  4  3  4 Islamic banking financial offers actually bear a closer appearance to debt instruments than to profit-and-loss sharing (Malik et al., 2011) ; there is "no difference at all" without changing the name and documents and using "profit rate" instead of interest rate (Yusof and Fahmy, 2008 ); the current model operating similar to conventional banking, violates Shari`ah, therefore, hinders the attainment of the objectives of Islamic law (Meera and Larbani, 2009);  theoretically Islamic banking is profit-and-loss sharing system but practically it is not very different from conventional banking (Febianto, 2010 and Chong & Liu, 2009 ); finally, Shari`ah reviews are not effectively implemented by the Shari`ah boards (Hassan, 2012) and hence, there is a dire need for Islamic banks and their Shari`ah boards consciously reconsider their present approaches and behaviours (Kahf, 2004 
Influence of Bank Attributes on Compliance Status
The association between the level of compliance of AAOIFI and IFSB standards and bank attributes indicates the influence of bank-specific attributes on the compliance of AAOIFI and IFSB standards in preparation and presentation of financial statements. As there is no variation in the level of compliance with AAOIFI standard but the bank attributes were changing year by year during the period of study. Therefore, there is no significant association between compliance with AAOIFI standard and bank characteristics, that is, none of the bank attributes considered in this study could influence the level of compliance with AAOIFI standard in the preparation of financial statements. 
Conclusion and Summary
The present study is an investigation of the compliance status of AAOIFI and IFSB standards in preparation and presentation of financial statements, and identification of the bank attributes that influence on the compliance level of the Islami Bank Bangladesh Limited during the study period from 2008 to 2012. The study observed that IBBL, as a member of AAOIFI and IFSB, consistently complied AAOIFI and IFSB standards. Though the level of compliance is poor in both the cases but compliance level is comparatively higher in the case of IFSB standard. The compliance level has been increasing in case of IFSB Standard gradually, but it remained unchanged in case of AAOIFI standard. Moreover, the degree of compliance in case of IFSB standard was found to be influenced by bank size as measured by total assets and number of branches and also by the age of the bank. That means the level of compliance of IFSB Standard-4 has been improving with the increment of the assets, the number of branches and the age of the bank.
The findings of the study depicted that IBBL did not reasonably recognize the importance of complying with AAOIFI and IFSB standards. The poor level of compliance with these standards signifies the importance of regulatory framework. Vinnicombe (2010) and Sarea and Hanefah (2013) observed much higher overall compliance rate on the Islamic banks operating in Bahrain though there is some insignificant conformity of some banks in some areas. The difference in the level of compliance may be due to the regulatory differences between the countries, that is, compliance with Shari`ah standards are compulsory in Bahrain but not in Bangladesh. Therefore, it can be uttered that the regulatory issues are primarily responsible for the non-compliance of these reporting provisions. Salman (2013) identified the limitations of the regulatory bodies in this regards as "regulatory role for applying the significance of the standard setting bodies does not look very dominant and still there is an extensive room for improvement." Salman (2013) also recognized that despite several standards issued and implemented still their significance needs to be tested and much more emphasis on implementation of these Shari`ah standards and guidelines is required for regulators and other relevant authorities.
Poor compliance or non-compliance with AAOIFI and IFSB accounting and reporting standards by IBBL exposed that the bank is not efficient in managing Shari`ah compliance The study observed that the AAOIFI and IFSB standards were set for increasing the level of Shari`ah compliance, but the compliance status showed that some classes of accounting and reporting requirements were ignored by IBBL. Therefore, the study recommends more study on compliance with AAOIFI and IFSB accounting and reporting standards by the Islamic banking windows/branches of the traditional banks. This study found that size and age of the bank significantly affect the compliance level. The study also proposed more studies in identifying the other factors that have an impact on Shari`ah compliance and compliance with accounting and reporting provisions by Islamic banks and Islamic banking windows of the conventional banks in Bangladesh.
The study recommends IBBL, as the leading Islamic bank in Bangladesh, to increase the level of compliance of AAOIFI and IFSB standards in preparation and presentation of the financial statements. It is expected that if IBBL could increase the degree of compliance with AAOIFI and IFSB standards, it will be able to provide more information through its financial statements and to flourish its image among the stakeholders as a Shari`ah compliant bank.
Otherwise, comparative evaluation of their performance with other Islamic banks will allow general users, media and regulators identifying them as the worst performer who will deteriorate their image among its stakeholders (Stephen, 2002 ). Moreover, improving the level of compliance with reporting provisions would facilitate IBBL in more Shari`ah compliance since reporting to public creates additional external pressure from different stakeholder groups to the reporting organization (Blackman et al., 2004) . Moreover, the study emphasizes in developing a separate law and institutional framework for the emerging Islamic banking sector in Bangladesh to make them more accountable and assist them in
